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On Feb. 26 in a testimony before the Senate Appropriations Committee, Treasury Secretary James
Baker advised against "quick-fix gimmicks" to the Third World's foreign debt crisis in favor of
"lasting solutions to underlying problems." Regarding "quick-fix" solutions to the debt problem,
Baker mentioned "across-the-board debt forgiveness," which he said, would "ultimately damage
both debtor nations and the global economy. "External capital would be available to debtors at
prohibitive prices, if at all; bank losses would weaken some of our important financial institutions;
and US budget and taxpayer costs would increase significantly."
Next, massive new lending to debtor nations was also referred to as undesirable without prior
"fundamental policy reforms" implemented by debtor governments. "Throwing money at the
debtor nations won't solve their problems; it will, in fact, worsen their difficulties unless the new
financing can be productively absorbed and is consistent with their ability to grow and service
debt." Baker then defended the US debt relief plan, which bears his name. According to the
secretary, the Baker Plan "focuses on improving the debtors' growth potential through both
macroeconomic and structural reforms, supported by modest new financing essential to meet
immediate needs.
Despite the relatively short period which has passed since we proposed this initiative, considerable
progress has been made." Baker enumerated the following items as evidence of progress: Many
debtors are taking important steps toward increasing savings and investment, improving their
economic efficiency, privatizing public enterprises, and encouraging the return of flight capital.
The IMF has negotiated new stand-by programs with eight of the 15 major debtors since October
1985, including new loan commitments of about $4.7 billion. The World Bank has negotiated $2.9
billion in new policy-based loans with 10 major debtors, and has discussions underway on nearly $5
billion in additional policy-based loans. Aggregate World Bank loan commitments to these debtors
increased by 40 percent during its Fiscal Year 1986, and a substantially larger share of loans are now
based on structural policy reforms.
Finally, the commercial banks are also moving to make new loans available, as exemplified by the
recent $7.7 billion package for Mexico, a $320 million new money package for Nigeria, and a $220
million oil facility for Ecuador. Nearly $70 billion in debt reschedulings have been negotiated with
the major debtors since October 1985. A number of other financing packages and reschedulings are
now under discussion. Next, Baker mentioned that since 1984 interest rates have dropped by nearly
five percentage points, saving major debtor nations over $13 billion in annual interest payments.
Baker's testimony was in part focused on persuading Senators of the need for increased US
contributions to multilateral development banks (MDBs). According to the secretary, "The MDBs
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are a particularly important vehicle for promoting growth-oriented reforms and for furthering
US foreign policy objectives. We, and other member countries, have succeeded in persuading the
MDBs to advocate financing in support of difficult, but much-needed structural and sectoral growthoriented reforms which are a central element of the debt strategy." With increased contributions to
the International Development Association from Japan, Britain, West Germany and other European
nations, the US share is currently at 23%, or two percent less than the 25% share negotiated for the
same.
Baker claimed that the US has significant influence in the MDBs. However, he said, "US influence
will diminish if we are not able to fulfill our commitments to these institutions. Consequently,
it is essential that Congress support the Administration's FY 1987 supplemental request of $293
million and our FY 1988 request of $1.8 billion. "In a period of tight budgets, the cost effectiveness
of the MDBs offers another reason for support: one dollar of US budgetary authority for the World
Bank translates into $60 of World Bank lending authority. About 90 percent of MDB lending also
supports countries of importance to the United States, some of which receive little or no US foreign
assistance, such as Mexico and Argentina."
In reference to the Brazilian government's decision of Feb. 23 to suspend interest payments on its
foreign commercial bank debt, Baker said, "The Brazilian situation reflects their decision to prevent
an uncontrolled rundown of foreign exchange reserves and a repeat of the near total collapse in
reserves experienced in 1982. Brazil reports that reserves now stand at just under $4 billion, more
than sufficient for normal trade operations. The government of Brazil has indicated its intention of
meeting all its obligations, notwithstanding the suspension of interest payments."

-- End --
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